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Ladi es and Gentl| enan:

It is a great pleasure to be in Mntreal and to have
the opportunity to discuss the future of energy
regul ati on with ny distingui shed col | eagues from Mexi co,

| ndi a, and Canada.

In the interest of tinme and clarity, |et nme concede
up front that the energy future will invalidate many, if
not all, of our assunptions about how to deliver
reliable energy, howto protect consuners, how to nmanage

prices efficiently, and what ought to be regul at ed.
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This great conference has already discussed all the
vari abl es and the devel opnments that make the future so
challenging. Froma U S. perspective, the external
forces bearing down on the conpanies we requl ate (or
fornmerly regul ated) are: the Internet and e-conmerce;
new production technol ogies |ike the natural gas
turbi ne; the energence of new nmarket entrants |ike
nmer chant power producers and val ue-added resell ers;
conpetitive cormmodity markets; utility diversification
often into non-regul ated busi nesses; the globalization
of domestic utility ownership and i nvestnents; corporate
consolidation; the shift of power fromenergy sellers to
energy buyers; and, |ast but not |east, the
renegoti ation of the "regul atory conpact" between
regul ated conpanies and their regulators to accommodat e
the decline of |egal nonopolies, newinstitutions in the
market, and dynam c or potentially problematic

behavi ors by nmarket participants. These are the
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essential elenents of the energy market transition and

each of them deserves a dissertation.

For U S. regulators and incunbent utility conpani es,
t hese chal | enges are enornous and often threatening.
They are al so conplicated by the dispersion of
regul atory authority over multiple state and federal
agencies. In that regard, the chall enges posed by our
kind of federalismare no different than those
experi enced i n Canada or the European Union when it
cones to devel opi ng sonething called a market that
operates according to either the operative conmerci al
realities or the laws of physics and not according to

jurisdictional boundari es.

But our's is not the only legitinmate perspective on
what energy regul ati on nust becone in the 21st century.
Privatization of successful (and often dismally

unsuccessful ) state nonopolies dom nates energy policy
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In some counties. The energy future el sewhere in the
worl d often involves finding ways to attract the capital
necessary to exploit resources and to create delivery

I nfrastructures that will nost w dely, equitably, or
profitably distribute natural gas, oil, coal, or
electricity. In many of these situations, the nost

| medi at e chal | enge of the future nmay not be the
creation of workable and efficient markets as we in
North America nmean it, but instead the creation of the
financial, technological, and regul atory circunstances
that will produce basic services for the citizenry and
generate adequate returns for conpani es and governnents
alike. In those circunstances, regul ation remnai ns not
only the surrogate for conpetition, as it was in the
United States during the 20th century, but the engi ne of
econom ¢ devel opnent and supplier of social benefits.
And that paradigm wth utility services regarded as a
public good requiring control and oversight, wll

continue to be applied at |least until such tinme as
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econom c forces can conpete to serve the public interest
I n equival ent ways w thout the need for governnent

I ntrusion. Cost-of-service rates and conmmand- and-
control regulation are therefore neither inappropriate
nor out of vogue everywhere. Qur own state regulatory
comm ssions, tied as their mssion necessarily is to
nonopol y service territories, service obligations,
soci al benefit prograns, and the | ocal politics of
consuner protection, will have a tougher time noving

away fromthat nodel.

So, where conpetitive narkets are not an issue, new
regul atory institutions face very basic issues. For
exanpl e, in many devel oping countries, regulators are
focused on establishing their agencies' independence,
pronoting economc stability and supporting investor
confi dence, setting rates and strict standards of

conduct, and even central planning.
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In countries where the future invol ves actively
tappi ng the conpetitive potential of |ess regul ated
energy narkets, regulators are often engaged in
orchestrating a transition to conpetition. |In addition,
energy markets pose uni que chal |l enges as they expand
beyond their traditional boundaries. [In North Anmerica,
gas and electricity markets are becom ng conti nental .
For instance, our Order No. 2000, which encourages the
swi ft devel opnent of regional grid nanagenent
institutions, effectively pronotes a view of the
electricity grid as conmercially and physically
I ntegrated across three national borders. dearly,
energy custoners are demandi ng choi ce and cust om zed
services and greater flexibility, and they are likely to
recei ve somewhat greater risk along with those benefits.
Envi ronnental protection will becone nore inportant to
all energy production and consunption decisions. The
digital econony will bring a dynamsmto energy nmarkets

t hat we have not seen before. Each of these
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devel opnents constitutes an enornous change in the
energy econony and an attack on a once-serviceabl e
regul atory nodel that nust now be reassessed and

r enovat ed.

The chal l enges for U S. regulators are therefore
quite basic. There | oons a troubling question of
rel evance — i.e., howto do an effective job for the
public interest without being an inpedinment to operation

of markets that are proven conpetitive.

While the quasi-judicial role of regul atory agencies
Is the comng fashion and an econom c necessity in parts
of the world that are still devel oping their energy
infrastructure, that approach to regulation is subject
to question in a nore conpetitive environnent. Agencies
that have traditionally adjudicated rates, for exanple,
are accustoned to being reactive rather than proactive

with respect to market devel opnents. They are focused
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on due process and fairness nore than on narket
outcones. And, while very adept at judging facts
presented to them regulatory agencies are clearly |ess
skilled at building consensus and i nnovating. The
"regul atory” skill that, inny view, wll soon be in
nost denmand will be negotiation (alternative dispute
resol ution), generic policynmaking, and (for |ack of
better term regulation by information — the gathering

and di ssem nation of real-tine nmarket data.

Al this adaptive behavior will fill a real need
because energy narkets will still possess flaws that
could conpromse critical public interests — in
reliability, for exanple — and because the narket power
of nonopoly incunbents will not be so easily expunged
fromthese traditional markets. New regulation, if I
can call it that, needs to adapt to re-establish its
legitimacy. | believe that current literature and

politics mght be reasonably interpreted to suggest that
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traditional economic regulation is no longer relevant in
the West. I n other words, there is a question of a | oss
of consent to be regulated fromthe industries that
historically relied on governnent intervention to reduce
financial risks, fence out new entrants, and to bring
order to another chaotic or insufficient marketplace.
W1l regul ated conpani es continue to accede to the

conti nued exerci se of governnent oversight? WII

regul ators still deserve the "consent of the governed"
in this new environnent? The answer is further
conplicated, first by an erosion of public trust — at
least in the United States — that governnment is able to
do the right thing, and second by the failure of

regul atory agencies to devel op or obtain the

adm ni strative or technological tools to nmaintain the

t echni cal adequacy of market oversight.

This is a call to action nore than gl oomand doom

for regulators. Regulators in conpetitive energy
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econom es nust retool to pronote reasonably priced and
reliable energy services in new ways -- by ensuring the
structural integrity and transparency of markets and
cur bi ng abuses of nmarket power, as well as by setting
rates and so forth. That will involve continuing active
oversi ght of essential networks |ike |ong-distance

pi pelines and electric transm ssion that have inherent
nonopol y characteristics and formthe essential platform
for deregul ated energy commodity markets. Moreover,
regulators will be instrunmental in harnonizing the
conmercial, legal, and technological realities of
Interstate and transnational energy markets. At the
FERC, noderni zation has been translated into a bigger

I nvestnent in information technol ogy, reorgani zation
into a process-centered (and hopefully nore efficient)
Institution, a new custoner-orientation, and an enphasi s

on alternative dispute resolution and nmarket nonitoring.
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If a |l ess regul ated nmarket serves the public

interest equitably and still generates wealth, is there
still acritical role for energy regulators in the Wst
and even for public policy? | would answer with an

unequi vocal , yes! But the challenges are great and

regul atory agencies are not inmmune fromthe consequences

of the conpetitive energy econony they have pronoted.

| look forward to our panel discussion.

Thank You



